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what people are writing about

BOOKS

Using Information to Manage
by Arthur B. Toan, Jr., The
Ronald Press Company, New York,
1968, 157 pages, $5.

This book outlines, for the man
ager of a typical manufacturing
company of “modest” size, what
information he needs to run his
company, where to get it, and
how to use it after he gets it.
No two companies have exactly
the same information needs, of
course. Yet, despite the many dif

ferences that result from differ
ences in size, product, and the
like, management needs for infor
mation have much in common, Mr.
Toan points out.
That is because the underlying
questions that must be answered
are essentially the same. “Within
reasonable limits one can contend
that while information may differ
in order and complexity between
the great and the small, the world
wide and the local, the commer
cial and the governmental, it is all
essentially similar in purpose and
in kind.”
On this assumption, Mr. Toan
goes on to review the basic kinds
of information that every executive

must have to keep his business
out of trouble and to get it out of
trouble if problems arise. The
business “of modest size” and its
executives are used as a frame of
reference, but, the author empha
sizes, “most of what is said has
wide application.”
The two basic questions with
which every executive must be
concerned are, “How am I doing?”
and “Where am I going?” So the
first two chapters of the book are
devoted to evaluation of current
results and to planning and
budgeting.
Mr. Toan cites four basic uses
of current information: a better,
more factual basis on which to
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make decisions on short-term ac
tions and longer-range plans; a
better and faster indication of
when things are not going right;
a stimulus to take action when it
should be taken with a better basis
for deciding what should be done;
and an incentive for making bet
ter plans.

Information criteria
He also lists five criteria for
evaluating information: It should
deal with the vital aspects of the
business; be reliable enough to
serve its purposes; be timely
enough to enable management to
act; be intelligible; and be ac
companied by an appropriate
basis of comparison.
As a matter of fact, the book is
full of useful checklists. One tabu
lates the principal accounting re
ports and ratios and indicates
whether it is appropriate to com
pare each with the present, the
past, a plan, a potential, or com
petitors. Another lists the basic
information needed for sales fore
casting and appropriate sources.
The appendix, along with a glos
sary of business and information
terms, offers a three-page list of
the major information require
ments of a manufacturing com
pany.

Needs and sources
A chapter on costs, prices, and
profits discusses both the standard
financial reports and the uses of
special analyses. Chapters on mar
keting, production, and cash man
agement stress the kinds of data
needed and their sources; less em
phasis is put on the use of the
information—since this is, after all,
a book about information rather
than about management itself.
One of the most interesting
chapters, also full of check lists,
tells how to evaluate a manage
ment information system. Mr. Toan
is an experienced consultant; he
is partner in charge of manage
ment advisory services for Price
Waterhouse & Co. (as well as a

former member of this magazine’s
board of editors); and his descrip
tion of how to look critically at a
management information system
enables the management reader to
put himself in the role of a con
sultant and take an objective look
at his own information flow.
The style of the book is simple,
concise, and nontechnical. Many of
the chapters are presented in the
form of hypothetical case studies,
with personalities and dialogue.
Although this book is not pro
found, it provides a lot of informa
tion about information. Nearly any
manager could learn something
from it, even if his company is of
more than modest size.

Mathematical Applications of
Accounting by A. W
Cor
coran, Harcourt, Brace & World,
Inc., New York, 249 pages, $4.50
(paperbound).

Although this book was written
as a college text, it would be very
helpful to any accountant who
feels ill equipped to cope with the
current surge of interest in mathe
matical techniques for management
and accounting use.
These days nearly every ac
countant is under pressure to use
—or at least understand—mathe
matics. Many of them “have diffi
culty,” as Professor Corcoran notes
with delicate restraint. His book
was written to “help them in their
struggles.”
This book assumes a familiarity
with basic algebraic equations,
factoring, the laws of exponents,
and logarithms. However, for
those who lack it, a review chap
ter is supplied.
The basic topics covered in the
book are time series mathematics,
calculus, probability theory, matrix
algebra, and linear programing.
These are applied to such prob
lems as capital budgeting, mort
gage calculation, sinking funds,
pension funds, depreciation, cost
estimation, inventory theory, and
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the like. Anyone to whom that
sounds intimidating probably needs
this book.

Briefly listed
Results Management in Action
by urt K. Scanlan, Management
Center of Cambridge, P.O. Box
185, Harvard Square, Cambridge,
Massachusetts 02138, 132 pages,
$7.95.

A specialist in management train
ing offers what he calls a “‘how
to’ approach to effective leader
ship.” Topics covered include mo
tivation, setting job objectives,
coaching and developing subordi
nates, and decision making.

How to Change Your Position,
Executive Register Inc., Executive
Division, Colonial Building, New
Canaan, Connecticut, 12 pages, no
charge.
Although admittedly a promotion
piece for the Executive Register
(a “clearing house” for executive
positions), this little booklet con
tains some useful suggestions for
the middle-level or top executive
job hunter.

How to Slash the High Cost of
Business Postage by D. B. Hor
ton, MSS Industries, 828 Sterick
Building, Memphis, Tennessee
38103,7pages, $2 (mimeographed).
This little booklet offers fairly obvi
ous but often overlooked sugges
tions for saving on postage bills.

The Acquisition Profile, Thomas
Thompson Associates,
Main
Street, Buffalo, New York 14221,
33 pages, $25.
This set of forms was designed
a tool for analyzing the strengths
and weaknesses of prospective cor
porate acquisition candidates in
relation to the acquirer’s needs.
Management can also use it to
analyze a company’s own opera

Management Services
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tions and develop objectives. It is
the following formula: If Pt is the
now being employed, according to
accounting profit at time t; Kt is
its publisher, by 22 companies.
total assets, which include fixed as

sets at gross historical cost plus
normal (planned) working capital
at time t; and α and β are cen
trally determined coefficients, both
MAGAZINES
being positive and less than one,
Profit Responsibility in Soviet
the rate of the bonus for time t
Enterprise by Bertrand N. Hor
would be:
witz, Journal of Business, January,
1968.

This article reviews the Soviet
economic reforms of 1965 and the
conditions that led to them.
In 1962, after Soviet economic
growth slackened and consumer
dissatisfaction intensified, Profes
sor Liberman severely criticized
prevailing management practices.
His basic assumptions, contrary to
those of the government, were
these: Each manager has a better
grasp of his plant’s capabilities
than the central planners, and man
agers perform better with financial
incentives than with none. As a re
sult, certain economic reforms
came about.
The multiplicity of goals for
management was reduced. Not only
would management have fewer
goals, but the emphasis would be
shifted from accomplishing targets
of physical production to estimat
ing “sales as evidenced by cash re
ceipts.” Sales would become more
important than production, because
“realization signifies the acceptance
by society of the product.” Enter
prises would be able to negotiate
directly with each other and
make their own decisions about
their product mix, in order to in
crease their efficiency.
As a measure of the enterprise’s
success, profitability would be
stressed. Profit formulas would be
specified. First the “balance profit,”
which may be equated with net
profit before tax in the United
States, would be determined. From
this “balance profit,” financing
charges would be deducted to get
“accounting profit.” The manage
ment would receive a bonus on
“accounting profit” according to
Published by eGrove, 1968
September-October, 1968


The total bonus for time t would
be the bonus rate (as determined
above) times the wage fund.

Advantages
bonus computed in this way
apparently has two advantages,
namely, it emphasizes a rising rate
of profit and it pressures manage
ment to accept additional invest
ment as long
return on addi
tional investment is positive, i.e.,
(Pt — Pt-1) >0. The whole in
centive scheme has been designed
to lead to an optimum size of in
vestment in an enterprise without
prejudice as to the size of the en
terprise. With the use of the first
derivative, the article shows how
the optimum amount of investment
Kt can be attained under the new
bonus maximization plan.
Professor Horwitz goes on to ex
amine the effects of the new bonus
plan on replacement decisions. Be
cause under the new bonus scheme
the management will consider the
effect of replacement on both ac
counting profit and also on the
book value of gross assets, one con
sequence might be an earlier re
placement of assets under the new
bonus plan than without such a
bonus.

Pricing
These incentives should have an
important effect on pricing policy,
transfer pricing, and the pricing of
the final product. Russian planners
do not appear to be very clear on
this point except to reaffirm the
Marxist thesis that a price should

reflect the “socially necessary ex
pense of labor involved in produc
ing an article.” There does not ap
pear to be any evidence that prices
reflect the interplay of demand and
supply for a commodity; they ap
pear to be administered centrally.
The effectiveness of these Rus
sian economic reforms is as yet
unknown. One notes that the key
elements in the new bonus and in
centive fund formulas—the α and
β coefficients and the charges on
fixed assets, wage funds etc.—are
still determined centrally. It looks
as if the Soviet central planners
find the effectiveness of the mone
tary incentives of the West appeal
ing but
yet are not prepared to
relinquish all of their present mar
ket controls.
Gyan Chandra
The Ohio State University

Minimizing Response Errors in
Financial Data: The Possibilities
by E. Scott Maynes, Journal of the
American Statistical Association,
March, 1968.
The author reports on an inves
tigation of response errors in re
ports of savings account and debt
balances conducted by and within
the Bureau of the Census. The in
fluence of the following factors
upon reporting accuracy was tested
in the study: record consultation,
rounding, size of balances, number
and nature of transactions in the
account balance, and length of the
recall period.

Out of about
accounts of
the Census Federal Credit Union,
owned by about 2,200 people, 1,241
accounts were selected by the Cen
sus Bureau for a study of report
ing accuracy. These 1,241 accounts
consisted of 10 per cent of all ac
counts with balances under $100
and all accounts with balances of
$100 or more. The analysis for sav
ings account balances was based
on 701 accounts for which re
sponses were obtained to a mail
questionnaire; the analysis of debt
3
59

Management Services: A Magazine of Planning, Systems, and Controls, Vol. 5 [1968], No. 5, Art. 8
balances was based on 229 ac
Account size and response ac
ficantly differ from that of savings
counts. The relatively high response
curacy: Six hypotheses were tested
account balances. Because of the
rate of 56.5 per cent for a no
in this context: average man hypo
smaller number of available cases
follow-up mail survey may be at
thesis (reports of “small” values
(229), the lag-in-cognition, effect
tributed to favorable sponsorship
overstated and reports of “large”
of-change, and transaction activity
of the study by top executives of
values understated so
to be
hypotheses were not tested for debt
the credit union.
data.
viewed by others as “average
In order to explicitly measure
man”); hypothesis of random re
Since this questionnaire survey
the effect of record consultation on
sponse errors; hypothesis of per
was conducted under near-ideal
reporting accuracy, randomly se
sistent under-reporting; permanent
conditions, the results indicate the
lected halves of the sample were
balance hypothesis (there exists an
maximum degree of accuracy that
instructed respectively to consult
underlying normal distribution of
one may expect to attain in sample
their records or not to do so in
“permanent” account balances,
surveys of a financial nature.
providing reports of savings ac
which owners regard
desirable
Heinz A. urgstaller
count and debt balances. The
in the long run, and a person’s re
University of Illinois
investigators had access to the
porting of his current balance is in
accounts so that errors due to mis
fluenced by his recollection of his
matching of persons with accounts
permanent balance); lag-in-cogni
or to the existence of several ac
tion hypothesis (rising balances are
“Dirty Pooling—How to Succeed
counts for the same person are
over-reported, and falling balances
in Business Without Really Try
negligible. Accordingly, response
are under-reported); and effect-ofing” by Abraham J. Briloff, Bar
error assessment is highly accurate.
change hypothesis (change, regard
rons, July 15, 1968.
Record consultation and response
less of direction, yields inaccuracy,
accuracy: Of the record-consulta
and no or small change yields ac
In the lead article of this
tion subsample 85 per cent of re
curacy). The data provided no sup
national business and financial
spondents reported their savings
port for the average man, perma
weekly, Professor Briloff publicizes
account balances within ± 1 per
nent balance, or lag-in-cognition
instances involving the pooling-ofcent of the actual balance and 91
hypotheses. Instead, they appeared
interests method of accounting for
per cent within ± 5 per cent; dif
to show the effects of both random
business combinations that have
ferences in means of balances were
errors and persistent under-report
made him “desire to see this ac
not statistically significant at the
ing, with no consistent trend to
counting practice discredited and
ward under- or over-reporting as
5 per cent level. Of the non-recorddisowned” The cases he discusses
consultation subsample only 49 per
the size of balances increased. The
involve the firms of Gulf & West
cent of respondents reported their
data did support the effect-ofern, Whittaker Corporation, and
change hypothesis.
savings account balances within
LTV Ling Altec, Inc.
± 1 per cent of the actual balance
Transaction activity and response
and 70 per cent within ± 5 per
accuracy: The data did not support
Professor Briloff has written
cent. tendency toward small, per
the hypothesis that respondents
about instances of “dirty pooling”
sistent understatement of account
with more active account balances
before (Accounting Review, July,
balances by respondents appeared
(as measured by the number of
1967). Now, only two weeks after
in this subsample.
transactions recorded in the six
J. S. Seidman’s public condemna
Rounding and response accuracy:
months prior to the reference date)
tion (“Pooling Must Go,” Barrons,
Rounding was measured as the
will tend to report more accurately.
July 1, 1968), Professor Briloff cites
number of terminal zeros in a re
actual cases (in contrast to Mr.
Length of recall period and re
ported balance. In the non-record
Seidman’s use of hypothetical ex
sponse accuracy: It was hypothe
consultation subsample it was
amples) since “. . . the moral can
sized that the longer the period
found that non-rounders (no or
best be pointed up by reference to
over which the respondent had to
one terminal zero) reported 60 per
such individual companies.”
recall his account balance, the less
cent of the balances exactly, while
In the case of Gulf & Western,
accurate the report of the balance
the comparable estimate for round
Professor Briloff correctly points
would be. The time elapsed since
ers was only 10 per cent. Simi
out that G & W’s reported 1967 net
the last non-interest-crediting trans
lar differences were observed for
income was greater than what it
action was taken
an approxima
the record-consultation subsample.
would have been had the acquisi
tion of the length of the recall
Rounders tended to under-report
tion of Paramount Pictures been
period. Again, the hypothesis re
somewhat, regardless of which
treated as a purchase. This was be
ceived no support from the data
cause G & W’s 1967 amortization
of the study.
subsample they were found in,
charges were based on the original
while non-rounding record conDebt balances: The pattern of
cost of Paramount’s film library
response errors for the reporting
sulters appeared to report the most
rather than on the “true” cost to
of debt balances did not signi
accurately of all groups.
https://egrove.olemiss.edu/mgmtservices/vol5/iss5/8
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G & W. However, in his zeal to
condemn pooling, the author dis
cusses certain other accounting pro
cedures that are unrelated to the

purchase vs. pooling controversy
(e.g., the timing of revenue recog
nition from
rentals) with the
implication that these “distortions”
are somehow caused by the use
of pooling. In fact, it is suggested
that the increase between 1966 and
1967 reported earnings for G & W’s
1967 pooled acquisitions is solely
the result of “the distortions
which are permitted, if not encour
aged, by pooling-of-interests ac
counting.” Here, Professor Briloff
has clearly overstated his case;
since asset carrying values (and
hence depreciation bases) remain
unchanged before and after ac
quisition where the pooling ap
proach is used, this method avoids
the very “distortions” that would
hinder the comparability of re
ported earnings between the two
years.

Misleading comparisons
Professor Briloff criticizes both
Whittaker Corporation and LTV
Ling Altec for comparing in their
1967 annual reports 1967 pooled
sales and earnings with unpooled
figures for the prior year, a proce
dure which is now in
dis
favor with the Securities and Ex
change Commission. He further
investigated the acquisition of Al
lied Radio by LTV Ling Altec and
concluded that “regardless of any
justification for pooling-of-interests
accounting generally, [this acqui
sition] should never have been ac
counted for as such a pooling.”
His reasons for this conclusion are
impressive: (1) Through some le
gal maneuvering, “Ling Altec en
joys a tax basis (for certain assets)
essentially independent of, and un
doubtedly much higher than, that
which prevailed for Allied.” (2)
Ling-Temco-Vought Inc. guaran
teed, after a waiting period of
four months, the previous stock
holders of Allied Radio a specified
sales price on 80 per cent of the
stock they acquired in the LTV
Published by eGrove, 1968
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Apportionment of Overheads —
Ling Altec and Allied Radio com
The Problem of Reciprocal Serv
bination. This right was exercised
“in early April, 1968—just about the
ice Departments — Mathematical
Solutions — I and II by Geoffrey
time when the 1967 financial state
A. Holmes, Accountancy, Decem
ments were being mailed. . . .
Clearly, the corporation (and its
ber, 1967, and January, 1968.
auditors) knew (at this time) that
In this series of articles the author
there would be no continuity of
explains the technique of using
Allied’s ownership—a standard re
quired (by ARB 48) for account
matrix algebra to solve a simple
set of simultaneous equations.
ing for the combination as a pool
ing of interests.”
The first article serves to demon
strate the existence of a basic
Proposal
matrix algebra technique to solve
Professor Briloff regards these
the problem of apportionments
examples as “being merely sympto
when it is stated in terms of simul
matic of the myth-reality dichot
taneous equations. The second ar
omy which is all too prevalent in
ticle discusses a specific algorithm,
our professional pursuit.” He then
Gauss-Jordon Scheme, which can
advocates having the independent
be used for matrix inversion.
auditor “assume the absolute re
sponsibility for determining which
Basic technique
of the alternative accounting prin
To illustrate the matrix algebra
ciples are most or best appropriate
approach, the author creates a
in the circumstances.” He “would
medium-size manufacturing com
require this really independent
pany with a single plant. The com
auditor to maintain a continuing
pany has four reciprocal service
responsibility, unless and until
departments; building, personnel,
superseded by a vote of the share
power house, and transport. The
holders, for the disciplining of all
financial data released by manage
apportionment of the costs associ
ment at any time; furthermore, he
ated with these departments is rep
should be constrained to inform
resented in terms of four simultan
the SEC and/or the exchanges on
eous equations.
which the shares are traded of any
The author describes how these
disagreement he might have with
relationships can be expressed in
management’s disclosures.”
matrix notation. In the process of
this description he defines matrix,
vector, matrix-vector multiplication,
Documented examples
and the method used to identify in
dividual cells of the matrix. After
Although this article can scarcely
wards, he introduces the unit
be regarded as either comprehen
matrix and the inverse matrix.
sive documentation for Professor
The standard procedure of ma
Briloff’s position that management’s
nipulating the coefficient matrix
prerogative of selecting from among
and the inverse matrix to obtain the
generally accepted accounting prin
ciples be turned over to the inde
solution to a system of simultaneous
pendent auditor or as an indication
equations is demonstrated for a set
that the practice of pooling is un
of two equations and a set of four
desirable on balance, it does pro
equations.
vide real-world examples of how
the pooling-of-interests method can
Specific algorithm
be and has been employed in indi
vidual instances so as to produce
The second article demonstrates
misleading implications for the un
the routine nature of the Gausswary.
Jordon elimination scheme. This
James E. Parker, CPA
scheme is useful in solving a system
Michigan State University
of simultaneous equations of a high
Management Services
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L— (L-E) - (E-M) — M = 0.
order because the algorithm can be
interfirm comparisons are unneces
readily programed for a computer.
sarily complicated. Thus, they feel,
Although, in reality, di is never
The author’s explanation of ma
the solution to the problem lies in
known,
the authors submit a prac
trix algebra and some of its uses is
using the same time value
ticable
solution.
(L-E) and (E-M),
simple enough to be understood by
money for the computation of all
together, represent the monetary
readers who are not particularly
bond liabilities—a default-free rate
value necessary to compensate in
skilled in mathematics and who
of interest.
vestors for the expected amount of
have had no previous exposure to
default and to induce them to hold
matrix algebra.
Government bond rate
the corporate bonds. Therefore, let
G. R. ruha
By recording the liability as the
Northwestern University
(L-E) + (E-M) = A = the
sum of the contractual payments
“expected monetary value and risk
at its present value by using a de
adjustment” so that L —
=
fault-free rate of interest, the
and L — —
=
debtor would show the gross lia
Accounting for Debt and Costs
bility that would exist if there were
of Liquidity Under Conditions of
no uncertainty about its ability to
The accounting procedure for the
Uncertainty by Harold ierman,
meet
contractual
obligations.
More
Jr., and Seymour Smidt, Journal
issuance of the bonds consists of
debiting “cash,” which equals M
of Accounting Research, Autumn,
over, the authors maintain that the
at this point in time; debiting “ex
effective rate of interest on United
1967.
States government bonds of a like
pected monetary value and risk ad
justment”; and crediting “bonds
Two weaknesses in the contem
maturity can be used as the true
payable,” which is L. Once again,
porary accounting treatment of
default-free rate for a given bond
bond liabilities, contend the au
issue. The result of this practice
the double entry relationship is
would be the recording and report
thors, are inaccuracy and incom
ing of bond liabilities on a more
M +
= L.
pleteness. To correct the improper
valuation of the debt that results
meaningful basis that would per
mit the users of accounting infor
This unique proposal also in
from these faults and to permit
volves adjusting the gross liability
simplified and meaningful interfirm
mation to reliably compare the
when the default-free rate of inter
capital structures of different cor
comparisons, Professors Bierman
est changes and recognizing gains
and Smidt propose a modification
porations.
and losses resulting from changes
in the present value concept it is
in the effective rate of interest of
currently applied to bond liabili
Expected value calculation
the corporate bond issue. Conse
ties.
The difference between the gross
quently, the authors suggest that a
liability, which shall be termed L,
net liability, L — A, be shown in
The current practice of discount
as computed by using the defaultpublished statements so that the
ing the flow of contractual pay
free rate, and the market value
ments (principal and interest) by
debt will be reported at its current
using the effective rate of interest
the bonds,
results from two fac
market value.
does not properly consider the pos
tors. In a theoretical model pre
sented by the authors, a probability
sibility of default by the debtor or
Underlying assumptions
the importance of this factor in de
of default, di, is presumed to be
termining the market price of the
known. As such, an expected value
To evaluate the authors’ pro
bonds. Therefore, the authors con
of the contractual payments, E, ex
posal, it is necessary to examine
tend that the liability is necessarily
ists, which equals the probability
some of the underlying assump
misstated. For example, two cor
of payment, (1-di), times the pres
tions involved. In developing their
porations can float bond issues,
ent value at the default-free rate,
proposal, the authors made the fol
alike with respect to principal and
again L. The relationships among
lowing assumptions:
maturity, and if the effective rate
the three values are as follows:
1. The difference between the
of interest equals the nominal rate
effective rates of interest on
for each company, they will report
L — E = diL = the expected
corporate bond issues is due
equal liabilities even if one has to
amount of default, which the
to differences in risk.
authors term the “expected
yield a rate of interest twice as
2. The difference between a cor
monetary value adjustment”;
large as the other. Surely, the au
poration’s effective rate of in
thors argue, the amount of the debt
E — M = the amount necessary
terest and the default-free
to induce investors to hold the
is not the same in this situation,
rate is due to a risk factor.
3. The market rate of interest on
and the liability is similarly mis
corporate, rather than govern
government securities with
ment, securities, or a “risk ad
stated in less obvious cases. Be
like maturity dates can be
cause
of
this
accounting
weakness,
justment
”
;
and,
of
course,
https://egrove.olemiss.edu/mgmtservices/vol5/iss5/8
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used as a default-free rate,
and this is what the defaultfree rate should be.

Although it is true that financial
soundness and effective rates of in
terest are inversely related, it
seems that other factors are in
volved in determining effective
rates. Consider a hypothetical case
of two equally sound corporations.
If one was well known to the pub
lic while the other was located in
Alaska, the Alaskan firm might
have to yield a higher rate of in
terest on like bonds. Such factors
as geography and name, or cor
porate image, are certainly im
portant. And as long as other con
siderations besides risk determine
the effective rate of interest, the
entire difference between the effec
tive and default-free rates is clearly
not due to risk.

Effect of patriotism
Similarly, the difference between
a corporation’s yield and the de
fault-free rate assigned by the au
thors is not entirely due to a risk
factor. If a corporation were some
how in the same financial position
as our federal government with re
spect to soundness and unlimited
funds, it seems that a percentage
of the investors would favor the
government securities over the cor
poration’s securities simply, for ex
ample, because they would feel
that they were aiding the govern
ment. Celebrities often attest to the
“tingling sensation” that they get
when they invest in the future of
our nation.

Default-free rate
The most important question is
whether or not the assigned de
fault-free rate of interest is what
the default-free rate should be. It
seems that other factors do not al
low such an equality. The imper
fect market and the practice of in
vesting in government securities be
cause of their market stability are
two indicators of this point. And
the mentioned patriotism factor is
a third. That is, if various human
Published by eGrove, 1968
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elements enter into the determina
practices of his profession. How
tion of the effective government
ever, even though this article is
rate of interest, it is unlikely that
most interesting and should be
this rate equals the “actual,” or
read to grasp its argument and
theoretical default-free rate. There
proposal in entirety, to suggest
fore, it seems that the true defaultchanging accounting practice from
free rate, which should be the gov
the use of the known effective rate
ernment rate plus some unknown
of interest to the use of an un
accounting for the advantages of
known, theoretical default-free rate
government over corporate bond
currently appears to be an unstable
issues, lies somewhere between the
objective.
effective rates of our government
Lee Leavitt
and a given corporation. In rela
The Ohio State University
tionship to each other, not to the
market, the corporate rate is too
high, and the government rate is
too low. Since the true default-free
rate is between the two known
rates, which of the two is a better
indicator of the true rate? In some
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Worthy goal
Nevertheless, the authors’ goal of
more informative reporting is
worthy. Interfirm comparisons,
which seem to be their major con
cern, can be simplified and made
more informative through improved
disclosure practices. If the intelli
gent user of accounting informa
tion is given the maturity date and
the nominal and effective rates of
interest in the financial statements,
it seems that he can make reliable
comparisons and decisions. Another
alternative, which involves the re
porting of two liabilities, one for
the principal and one for the in
terest payments, has been proposed
by Hector R. Anton in the Sep
tember, 1956, issue of The Journal
of Accountancy, and it certainly
deserves consideration. The ac
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